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DEPT PASS EXIMBANK 

FROM COMMERCIAL COUNSELOR 

EO 11652: NA 
TAGS: BENC, BEXP, BR 

SUB J : SIDERBRAS STEEL EXPANSION PROGRAM 
REF: BRASILIA 7057, RIO DE JANEIRO 3102 

1 . COMLCOUNS AND FINATT MET WITH WILKIE BARBOSA, SIDERBRAS SUPER- 
INTENDENT, ON AUG 19 TO DISCUSS STATUS OF PHASE III STEEL EX- 
PANSION AWARDS. COMLCOUNS POINTED OUT THAT RESULTS SO FAR HAD NOT 
BEEN ENCOURAGING FOR US SUPPLIERS. ONE REASON FOR DISAPPOINTING 
RESULTS MAY HAVE BEEN LACK OF ADEQUATE OPPORTUNITY TO REVISE 
PROPOSALS AS BIDDING CONDITIONS WERE MODIFIED. COMLCOUNS CITED 
EXAMPLE OF BNDE FINANCING FOR BRAZILIAN CONTENT: THESE TERMS WERE 
ANNOUNCED ON NOV 14, JUST FOUR DAYS BEFORE THE BID DEADLINE ON A 
NUMBER OF PACKAGES OF MAJOR INTEREST TO US SUPPLIERS. ANOTHER DIF- 
FICULTY MAY HAVE BEEN THAT US FIRMS WERE NOT RPT NOT CLEAR ON 
INCENTIVES FOR BRAZILIAN CONTENT IN PROPOSALS UNTIL LAST SPRING. 
COMLCOUNS POINTED OUT THAT THESE PROBLEMS WERE ESPECIALLY DISCON- 
CERTING SINCE US STEEL INDUSTRY TASK FORCE UNDER USG SPONSORSHIP 
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WHICH BIDDING WOULD TAKE PLACE. BARBOSA HIMSELF HAD VISITED US TO 
ENCOURAGE BROAD US PARTICIPATION IN PHASE III EXPANSION AND USG 
OFFICIAL EFFORTS HAD HELPED OVERCOME US INDUSTRY'S INITIAL RELUC- 
TANCE TO PARTICIPATE IN PHASE III. IN VIEW OF POOR SHOWING OF US 
FIRMS THUS FAR, LACK OF INTEREST ON PART OF US INDUSTRY IN ANY 
FURTHER PARTICIPATION IN PHASE III OR THE FUTURE PHASE IV WAS 
PROBABLE. 

2. BARBOSA REPLIED THAT AFTER LEARNING OF US CONCERN IN THIS 
MATTER (BRASILIA 7057) HE HAD REQUESTED COL. PENNA, VICE PRES OF 
ENGINEERING COMPANHIA SIDERURGICA NACIONAL (CSN) TO PREPARE A 
WRITTEN EVALUATION OF THE US PERFORMANCE IN THE BID COMPETITION. 
PENNA'S EVALUATION, WITH WHICH BARBOSA CONCURRED, WAS THAT US 
FIRMS HAD DONE POORLY PRIMARILY BECAUSE THEIR PRICES WERE NOT 
COMPETITIVE. ANOTHER FACTOR WAS THAT US SUPPLIERS HAD GENERALLY 
LOWER LEVELS OF BRAZILIAN PARTICIPATION THAN OTHER BIDDERS. 
REGARDING CHANGES IN BIDDING CONDITIONS, BARBOSA STATED THAT ALL 
COMPETITORS FACED THE SAME PROBLEM. THE JAPANESE AND FRENCH, HE 
NOTED, SEEMED TO BE ABLE TO MAKE THESE READJUSTMENTS. IN BARBOSA'S 
OPINION, THE BNDE FINANCING, WHICH DEPENDS ON PERCENTAGE OF 
BRAZILIAN CONTENT, DOES NOT RESULT IN SIGNIFICANT COST DIFFEREN- 
TIALS. BARBOSA POINTED OUT THAT ONLY A SMALL PORTION (10-15 PER 
CENT) OF THE PHASE III CONTRACTS HAD BEEN AWARDED. US SUPPLIERS 
WOULD HAVE AMPLE OPPORTUNITY TO WIN FUTURE CONTRACTS. BARBOSA 
SUGGESTED THAT US COMPANIES COULD IMPROVE THEIR RESULTS BY BEING 
MORE COMPETITIVE IN THEIR PRICING AND MORE AGGRESSIVE IN THEIR 
SEARCH FOR BRAZILIAN PARTNERS. 

3. COMLCOUNS NOTED THAT, WHETHER JUSTIFIED OR NOT, US COMPANIES 
WERE LOSING CONFIDENCE IN BIDDING PROCEDURES. BARBOSA AGREED THAT 
COMLCOUNS CONTINUE DISCUSSIONS WITH PENNA IN RIO. 

4. COMMENT. DISCUSSIONS DID NOT RPT NOT GET INTO MERITS OR 
COMPLAINTS OF INDIVIDUAL US COMPANIES AND BIDS, AN ACTION WE 
CONSIDER VERY UNWISE AT THIS POINT. OUR MESSAGE HAS NOW BEEN 
DELIVERED CLEARLY ON TWO OCCASIONS. (QUITE BY ACCIDENT, COMLCOUNS 
FLEW BACK TO RIO ON SAME PLANE WITH BARBOSA AND HAD OPPORTUNITY 
TO MAKE INFORMAL PITCH AGAIN.) THE ONLY TACTIC AVAILABLE TO US IS 
TO LET BRAZILIANS KNOW IN NO UNCERTAIN TERMS THAT US COMPANIES 
ARE LOSING OR HAVE ALREADY LOST INTEREST IN ANY FUTURE PARTICI- 
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PATION IN BRAZILIAN STEEL EXPANSION. SIDERBRAS WILL HAVE TO DRAW 
ITS OWN CONCLUSIONS AS TO WHAT EFFECT CLEAR JAPANESE DOMINATION 
OF EARLY PHASE III AWARDS WILL HAVE ON FUTURE INTERNATIONAL 
COMPETITIVE BIDDING. THIS IS OUR ONLY HOPE OF INFLUENCING OUTCOME 
OF AWARDS AND WE ARE NOT RPT NOT OPTIMISTIC THAT IT WILL WORK. 
COMLCOUNS WILL MEET WITH PENNA WEEK OF AUG 30 TO ELABORATE ON FORE- 
GOING. AGAIN, WE DO NOT INTEND TO DISCUSS INDIVIDUAL BIDS OR 
COMPANIES. NEW DEVELOPMENTS ON CSN HOT STRIP MILL REPORTED SEPTEL. 
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